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What Is Net Income? Need for 
Definite Criteria Urged 


By CARDINAL LYLE KELLY 
Professor of Business Administration, University of Oregon 

In order to understand the changing accounting 
concepts—and that is our particular problem—we 
must understand the changing concepts of man- 
agement. Prior to the 1860s the United States 
was predominantly an agricultural nation. There 
were some relatively wealthy businessmen, mostly 
engaged in trading. From the 1860s to the 1880s, 
the nation developed industrially, in a seller’s or 
producer’s market. Since the 1880s, in general, we 
have had a buyers’ market. Wars and their after- 
maths have changed the em- 
phasis during certain periods. 
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During the war and postwar years, Oregon’s income 
payments increased greatly, and, in 1946, reached an all- 
time peak ; in 1946 payments were only slightly less than 
three times the prewar figure for 1940. The increase 
during the early war years was at a faster rate than that 
of the nation as a whole; while the increase relative to 
the nation was not maintained in 1945 and 1946, Ore- 
gon’s position relative to the nation has gained sub- 
stantially over the position it held almost constantly 
during the years 1929-1940 (see Chart I). 

Oregon’s bank debits, another 
indicator of general economic ac- 
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agricultural to an industrial 
economy, we have had a chang- 
ing labor supply. Time does not 
permit of any historical sketch. 
However, what has taken place 
in labor supply and in labor or- 
ganizations is rather common 
knowledge. 

Numerous laws have been 
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ward trend from October 1941 to 
May 1948? (see Chart II). 

The index of Oregon bank 
debits has usually exceeded that 
of the nation in the latter half of 
the year, but, until 1945, has usu- 
ally been below that of the nation 
in the first half of the year. This 
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appears to be due to the seasonal 
nature of the Oregon economy, 
particularly agriculture and 
lumber. 





laws would have been unneces- 
sary, had there not been such a 
“ruthless individualism” on the part of many bus- 
inessmen. Nevertheless, we have the laws and it 
appears that still more are forthcoming. 

Our attitude toward society—by “our” I mean 
the attitude of the majority of citizens—has changed. 
While, formerly, we declined to accept any responsi- 
bility for helping to improve general social condi- 
tions, we now are taking the long-run position that 
we prefer to live in a country where the greatest 
possible number of people have a fairly good stand- 
ard of living. All of this affects labor policies, price 
policies, civic activities, and, indirectly, legislation. 
The business manager who will be successful in full 
measure is he who recognizes this social philosophy 
and accepts its responsibilities. For those who refuse 
to accept these responsibilities, the penalties may 
not be evident immediately, but in the long run the 
penalties will come, and eliminate those managers 
whose decisions are contrary to the good of society. 
Let us go outside business for a simple illustration: 
Mr. A was born with a well-formed and healthy body 

(Continued on page 4) 


The drop in Oregon bank 
debits in July 1945, and their 
position relative to the nation for the rest of the year, 
nearly coincide with the termination of hostilities in 
Europe. It would thus appear that the fall in bank 
debits was caused mainly by the cancellation of 
goverimment contracts, especially in tne ship- 
building and lumber industries, and the cessation 
of lend-lease shipments to Russia, much of which 
went through the Port of Portland. Because of the 
relativly minor role that heavy industry plays in the 
economy of Oregon, the reconversion of plants to 
peacetime production would not greatly affect bank 
debits. 

In relation to the average of bank debits during the 
years 1943-1946, data for the last two years covered by 
(Continued on page 2) 





1 Mr. Rhorer is a graduate student in economics at the 
University of Oregon. This is the third in a series of articles on 
Oregon economic development prepared under the direction of Dr. 
Paul W. Ellis, associate professor of economics at the Univer- 
sity. The first appeared in the March 1948 issue. 

“Collected since October 1941 by the Bureau of Business 
Research, School of Business Administration, University of 
Oregon, for all banks in Oregon reporting to the bureau. 
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Chart II show that Oregon’s activity has expanded 
considerably. Only in four months, March 1946, April 
1946, April 1947, and March'1948, was Oregon’s po- 
sition below that of the nation. A new, high level of econ- 
omic activity in the various segments of the Oregon econ- 
omy over the war and postwar years has been responsible 
for this increase in bank debits and a simi!ar tren: in 1n- 
come payments. Permanency of this postwar increase in 
bank debits in comparison to that of the nation cannot, 
of course, be implied from the totals of the debit figures. 

The yearly index for Oregon income payments closely 
followed the national trend for income payments during 
the years 1929-1940. During the later depression years, 
Oregon’s position relative to the nation improved and, 
in 1940, Oregon’s income payments were 5 per cent in 
excess of the total reached in 1929, although for the 
nation as a whole 1940 was 8 per cent below 1929. 

After 1940 Oregon’s income payments increased at a 
fast rate, declined slightly in 1945, but reached an all- 
time peak in 1946. The decline in 1945, as with bank 
debits, appears to have resulted from the ending of the 
war in Europe. As indicated by the charts, the decline 
is not as noticeable in income payments as in bank debits. 
However, the former are compiled as yearly totals 
while the latter are monthly figures which show the 
wider variations within the year. 

Some tentative explanations of the large increase in 


Oregon income payments during the war years have 
been offered by Professor O. K. Burrell of the Univer- 
sity of Oregon.* He suggests that Oregon’s agriculture 
income during this war period might have increased to 
unusually high levels, and also that Oregon might have 
had a disproportionate share of war industry, including 
lumber and shipbuilding. However, Oregon’s share in 
the lumber industry continues to increase in relation to 
the nation’s total.‘ 

The nation’s bank debits rose rapidly during the war 
years (see Chart II), continued rising at a slower rate 
with the ending of the war in 1945, and increased faster 
in 1946 with the return of most of the productive capa- 
city of the country to peacetime production. 

The nation’s income followed closely the trend of 
the nation’s bank debits during the period covered. 
During the war years the indexes of the nation’s income 
and bank debits still follc-ved the same trend, although 
the nation’s income was at a higher level. In 1946 both 
measures of economic activity for the nation had reached 
all-time peaks. 

The monthly indexes for the nation’s bank debits and 
personal income have shown the same consistent, upward 
trend as have the bank-debits data for Oregon (see 
Chart IL). During the first few months of the war the 
national index of bank debits was well above that of 
Oregon. However, as Oregon began receiving more war 
contracts, and as Oregon industries geared for war pro- 
duction, the state’s bank debits rose steadily. With the 
ending of the war in Europe the nation’s bank debits 
suffered a decline, but they recovered more quickly 





3Q. K. Burrell, “Income Payments in Oregon and the 
Nation,” Oregon Business Review, Jan. 1948. Cf. also O. K. 
Burrell, “Economic Changes Reflected in Oregon Income Data,” 
Oregon Business Review, Feb. 1948, and his article, “Census 
Data Show Trends in Oregon Industries,” Oregon Business 
Review, Mar. 1948. 

4A study now in preparation will deal more fully with the 
overall growth of the lumber industry in Oregon relative to 
the nation. 


CHART I. INCOME PAYMENTS IN OREGON AND PERSONAL INCOME, INCOME PAYMENTS AND BANK DEBITS 
IN THE UNITED STATES 1929-1947* (1935-1940=100) 
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National Income Supplement to the Survey of Current Business, July 1947. Bank debits, Federal Reserve Bulletin, 
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than Oregon’s, mainly because of more diversification of 
industry and quicker reconversion to peacetime produc- 
tion in some segments of the economy. 

Of the three indicators of business activity used in 
Chart I, bank debits, personal income, and income pay- 
ments, bank debits are probably the best known. Bank 
debits represent, to a large extent, the total dollar value 
of all financial transactions. An important exception 
is the exclusion of U. S. Treasury checks drawn on the 
Federal Reserve banks.’ Income payments and personal 
income represent very nearly the total value of goods 
and services produced during the current production 
period, or, more accurately, they represent very nearly 
the current addition to the purchasing power of individ- 
uals and therefore potential demand.° 

Bank debits during the years 1929-1932 declined more 
sharply than income payments and personal income (see 
Chart 1). This was an inevitable result of the decline in 
active speculation during this period ; most of the trans- 
actions on the stock and commodity exchanges are car- 





5 Other exceptions include bank drafts, draits of Federal 
Reserve banks, and postal money orders. For a treatment and 
interpretation of bank debits, see George Garvey, Debits and 
Clearing Statistics; Their Background and Interpretation, Board 
of Governors of the Federal Reserve System, Washington, 
Oct. 1947 

6 Personal income and income payments both include wages 
and salaries, other labor income, proprietor’s and rental income, 
and interest and dividends. ‘The major diiicrences between the 
two is that net imputed rent of owner-occupied dwellings and in- 
come in kind to the armed forces are included in personal income. 
Imputed rent averaged approximately $1.9 billion during the 
years 1929-1946. See National Income Supplement to Survey of 
Current Business, U.S. Department of Commerce, July 1947, p. 14. 


ried on through the banks, thus inflating bank debits 
tremendously without similarly influencing income 
payments or personal income. Since the data used in 
Chart I exclude New York City bank debits, much of 
this speculative effect has been eliminated. However, 
some necessarily remains, since transactions on securities 
exchanges in other centers in the United States are re- 
flected in the bank-debits data.’ 

The closeness of the various measures during the 
years 1932 through 1941 is due partially to the use of 
1935-1940 as the base period. However, after 1941, bank 
debits increased at a slower rate than did income pay- 
ments and personal income. This relatively slower in- 
crease in the 1940s is explained principally by the exclu- 
sion of U. S. Treasury checks and bank drafts from the 
debits data. Ordinarily, any payments to contractors 
would be entered into bank debits, but during this period 
the United States government was making many pay- 
ments to contractors and other producers with Treasury 
checks. There was thus a large amount of economic ac- 
tivity that was excluded from the debit figures but not 
from the totals for income payments and personal income. 

During the years 1943-1947 personal income increas- 
ed at a faster rate than did income payments.*® 

Much of the difference can be explained by the in- 





7 George Garvey, op. cit., p. 42. 

8 The personal-income series is a revision of the income- 
payments series, the latter having been discontinued by the 
Department of Commerce in April 1947, except for the classifica- 
tion by states which has been continued pending a similar revision 
of this series. 


CHART II. BANK DEBITS IN OREGON, peal BANK DEBITS AND PERSONAL INCOME IN THE UNITED STATES, 
MONTHLY, 1941-1948" (1943-1946=100) 
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clusion in personal income of income in kind to the armed 
forces and net imputed rent of owner-occupied dwellings. 
However, the income-payments data used here also 
differ from personal income in that pay of Federal 
civilian employees and of members of the armed forces 
stationed outside the continental United States is ex- 
cluded from income payments, except for that part of 
the military pay which came to the United States in the 
form of allotments and family allowances. Since the 
period of the largest discrepancy is during the years 
1943-1946, when our armed forces overseas were at 
their greatest strength, the effect is significant on in- 
come-payment figures for these vears only. Otherwise, 
the difference in the slopes of the two lines results from 
minor differences between the two indicators. 

In regard to the monthly indexes of bank debits and 
personal income, the striking thing is the relative stability 
of personal income, and the wide fluctuations in bank 
debits (see Chart II). The main reason for this lies in 
the treatment of the data before publication. Personal- 
income data are seasonally adjusted figures at annual 
rates, while the figures for bank debits are published as 
unadjusted monthly totals. Such variations are excluded 
from the personal-income data. Generally the peak 
points during the year are in the early fall and at the end 
of the vear. Those high points are mainly caused by the 
movement of crops, preparation by business for Christ- 
mas buying, and Christmas buying itself. 

Personal-income data, on the other hand, give a clearer 
view of the general trend unobscured by the wide season- 
al fluctuations. While exhibiting a general upward trend 
from 1941 to 1948, indexes of personal income lagged 
behind those of bank debits for Oregon and the United 
States in 1946 and 1947. A principal reason for this ts 
to be found in the disposition of corporate income. The 
distribution of dividends by corporations enters into 
personal income and also affects bank debits. while the 
use of undistributed profits by corporations affects the 
total for bank debits but not personal income. 

It must be borne in mind that bank debits show a 
duplication of the economic activities of the economy. 
Thus, if a corporation receives income in the form of 
checks on other persons or businesses, the amount of that 
check is added to the total of bank debits when it is 
deposited to the account of the corporation. Should the 
corporation prefer to hold that credit inactive, the total 
of bank debits would be increased without any increase 
in personal income. If the corporation buys government 
securities to hold for reserve purposes, bank debits are 
increased when the check is deposited to the government's 
account, and that money will not enter into personal in- 
come until it is spent by the government. [t may not 
enter into personal income even then, depending on the 
channels through which the money will circulate. In 
case the income of the corporation 1s distributed in the 
form of rent, wages, interest, or cash dividends, the 
money then enters directly into personal income. 

The dollar figures of bank debits are many times 
greater than either income payments or personal income. 
“very turnover of goods in the process of production, 
from the mines and the forest to the consumer, may be 
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reflected in bank debits. Accordingly, debits will reflect 
much duplication of the economic activities that are in- 
cluded in income payments and personal income. As 
stated before, the latter two reflect more nearly the total 
value of goods and services produced during the current 
period of production. 

Thus the three measures, because of the differences 
in the treatment of the data before publication, have 
complementary usefulness. Personal income and income 
payments, published monthly as seasonally adjusted 
figures at annual rates, represent roughly a sort of 
running account of our total production. Bank debits, 
however, reflect the seasonal nature of the economy. 
On the assumption that the correlation that has been 
maintained in the past between bank debits, personal 
income, and income payments remains, any one of these 
nieasures would appear to he a good guide to the general 
trend of either of the othe:s—not, however, as a fore- 
cast for the coming year by extending these lines into 
the future on the basis of recent trends. 

These measures tell what has happened, and they may 
indicate a level of economic activity in the future, if, 
and only if, the conditions in the future are similar to 
those in the past. These measures are descriptive and 
cover a wide phase of economic activity ; but they do not 
indicate in any specific way the conditions favorable, or 
unfavorable, to the particular level of economic activity 
in which the economy is now functioning. 





What is Net Income? Need for 
Definite Criteria Urged 


(Continued from page 1) 

and with the making of a good mind. Under the di- 
rection of his parents and in a good environment, he 
developed into a strong man, physically, with a good 
mind. But Mr. A insisted upon violating the rules of 
health, and he allowed his mind to dwell on unhealth- 
ful immoral thoughts and schemes. For a while Mr. 
A could appear as a leader and a success but even- 
tually and prematurely he would fall behind. 

This is exactly the history of many businesses and 
in considerable measure accounts for the vast num- 
ber of restraining laws and regulations that surround 
business today. Taking the world as a whole, it ac- 
counts for the serious problems we now have and, to 
bring it down to a specific item that touches all of us 
financially, it accounts for our huge public debts and 
our high income-tax rates. 

You no doubt are beginning to wonder why all 
the preaching and what this has to do with ac- 
counting. 

We must first recognize the long-run trend of 
things, the fundamental law or basic concepts which 
underlie what we are trying to do before we can for- 
mulate judgments, and create or advocate rules and 
standards. Principles don’t change if they are really 
true or fundamental ones. They should operate the 
same in a so-called depression or slack period as in 
a prosperity period. Net income should mean the 
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same thing in 1948 as it did in 1935. The fact that the 
expediencies of the time are different should not 
affect the general law under which we operate. Fur- 
thermore, we must recognize that this law or trend 
is inexorable. We can only achieve success as we rec- 
ognize it and operate within it. As groups in society 
we cannot adopt an opportunist philosophy and ex- 
pect it to work out to our ultimate aim. 

Let us look at several concepts of net income: 
the economic concept, management’s concept, the 
social concept, and the accounting concept. 

The economist’s conception of net income takes 
into account the four factors of production: land, 
labor, capital, and management-ownership. How- 
ever, when you attempt to apportion the total in- 
come of society among these factors, measuring all 
the forces involved, the problem becomes extremely 
difficult. The question with which we are concerned 
in this discussion is not justice or fairness but the 
actual amount distributed and, perhaps, who 
received it. For example: Is an increase in land values 
income to society as a whole? One of the items about 
which the greatest controversy wages is the valua- 
tion of inventories. A member of the economics fac- 
ulty at the University of Oregon has computed the 
increase in the dollar value from 1939 to 1946 of ap- 
proximately the same number of units of goods at 
around $15,000,000,000. Assuming that this number 
of units is necessary as a base stock from which to 
carry on business and excluding the war conditions 
which often entirely exhausted inventories, should 
this $15,000,000,000 be added to social income? If it 
is really necessary base stock, it can, perhaps, be 
called a fixed asset—as necessary for the carrying on 
of business as land, machinery, etc. Of course, what 
this economist was driving at was what he termed 
inflated income—income which did not exist. He did 
not say what he thought about inventories of, per- 
haps, the same number of units which could probab- 
ly not have been sold in 1935, when prices were 
lower, for more than 80 per cent of the 1939 base. 

Perhaps, in a completely controlled society, ad- 
justments could be made so that inventories would 
be valued higher in 1935 and lower in 1948. However, 
we don’t want a co:trolle’ society any more than the 
economist wants low valleys and high peaks in the 
business cycle. Obviously, the economists desire 
that we do our accounting so as to smooth statisti- 
cally the depressions and peaks, to some extent at 
least. The economists have pointed to many balance- 
sheet and income items with the same criticisms. 
Should not we as accountants at least give full con- 
sideration to these concepts? We can’t afford to 
brush them off as unorthodox. Of course, we have 
given consideration to a good many economic con- 
cepts. However, we have been rather reticent to go 
very far in reflecting them in our accounting. 

Let us turn now to management concepts. By 
management is meant the single proprietor or owner, 
the partners, the stockholders-owners, and the hired 
manager. There is a slight shift in viewpoint among 
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some of these, the main difference being in the treat- 
ment of dividends. 

Business must be operated in a dynamic society. 
In the United States, as mentioned above, there have 
heen major changes over long periods, and some- 
times over short periods. In a depression period 
managers usually desire to have the results of the 
operations for a fiscal period show as large a net 
profit as possible. In prosperity periods quite often 
the opposite is the case. There are, of course, excep- 
tions. As a consequence, in depression periods there 
is a tendency to overvalue inventories, accounts and 
notes receivable, ete., including the depreciable fixed 
assets. In prosperity periods there is a shift to con- 
servatism. Inventories are undervalued and valua- 
tion reserves are increased. This general change in 
attitude is stimulated by high taxes, demands for 
higher wages, higher prices resulting in high replace- 
ment costs, and by the desire on the part of owners 
for more drawings or dividends. 

There is a real distinction between wise planning, 
efficient production, and ethical pricing, on the one 
hand, and the adapting of accounting to the immedti- 
ate or temporary benefit of the business, on the 
other. The manager has a real desire to succeed in 
maintaining the best possible balance in his business 
in production, sales, and finance. He can defend a 
procedure that will produce these results. 

The current political administration in Washing- 
ton made the public observation, soon after the end 
of the war, that business could stand a 20 per cent 
increase in wages without an increase in prices. This 
pronouncement called for a lot of explanation on the 
part of management, explanation which was under- 
stood by very few. The impact of the pronounce- 
ment on our economic fabric is still being felt. Par- 
ticularly, this invasion of working capital, result- 
ing from the strong pressure for higher wages, coup- 
led with the $8,000,000,000 per vear shortage in in- 
vestment capital, created by high individual income 
taxes, has made it difficult if not impossible to pro- 
vide the necessary additional plant facilities to carry 
on our economy. Under such circumstances and 
burdened with the responsibility of keeping business 
aftoat, it is not surprising that management siPould 
take a short-run viewpoint of the problem. Under 
these circumstances, what are the responsibilities of 
accountants for providing or adapting accounting to 
the needs of business and society generally? Ac- 
countants clearly should not manipulate accounts; 
they should adapt accounts to principles which will 
function indefinitely. Perhaps we need a new type of 
reserve, in which we can reflect extra charges, cred- 
its, write ups, write downs, etc. A complete analysis 
of the changes in this reserve could be furnished 
when financial statements were presented. There are 
several other management concepts which should be 
discussed but space does not permit. 

Let us now turn to social concepts. In general, the 
concensus of our society is molded through the med- 
iums of the radio, newspapers, and magazines. All of 
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these mediums carry some news releases of our gov- 
erninent officers. The radio and newspapers carry 
about all of them. The history of public opinion as 
to the power of big business, its ruthless public 
policy, its influence on legislation, and its inhuman 
treatment of labor is well known by all of us. Even 
now, in our presumed enlightened era, far too many 
of our citizens have an entirely perverted idea of the 
social and labor policies of big business, in particu- 
lar. Periodicals published by some labor unions “‘in- 
terpret” the financial statements of the enterprises 
with which these unions have contracts. This “in- 
terpretation” comt1aonly gives a slant to the state- 
nents which enables the union executives to keep 
the greatest possible control over the members. 
Irom the standpoint of good social relations, there- 
fore, and in the best interests of sound business, ac- 
counting for business should be done in a manner 
that will correctly present the facts and bring into 
focus all of business’s problems. If government and 
society are to understand business as it really 1s, 
accounting must take into account all aspects. If it 
is necessary to revise our ideas, we should do it. 
However, we must not adopt new ideas that we can- 
not use indefinitely. But some consideration should 
be given to a revision of accounting procedure that 
will correctly match costs to revenue in a fiscal 
period; as a corollary, better social and labor rela- 
tions should follow. 

The foregoing are broad ideas, but they are im- 
portant and should be a guiding influence when ac- 
counting procedure is considered. Accounting 1s 
not an end in itself. It is only useful as it serves to 
produce sound information. Management, business- 
men, and investors cannot formulate sound judge- 
ments unless they have all of the facts. 

Let us now consider accounting concepts of net 
income. The so-called cash basis of reporting will be 
ignored. The problem then becomes one of matching 
costs to revenue. It hardly appears necessary to re- 
state more than the broad principles that have been 
formulated. Possible variations may then be con- 
sidered. 

The ordinary revenue and expense items recorded 
and liquidated in any fiscal period form the first step 
in determining net incoine. The next step is to record 
the accrued and deferred items. It is in this step that 
differences of opinion may and do arise. The ordi- 
nary or routine items such as rent, interest, discount, 
insurance premiums, etc. are usually easily deter- 
mined. Of course, good accounting principles are 
commonly violated to gain some particular end or 
even to conform with tax accounting requirements. 
A firm purchase commitment extending over a 
longer time than usual or for an amount larger than 
usual may result in a rather large price advantage or 
in an embarrassing loss or, as some would label it, a 
serious increase in costs. To cite one example—a 
certain large corporation, a few years back, made a 
firm purchase commitment covering its estimated 
raw-material needs of the major product used in its 
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manufacture, deliveries to be made periodically as 
needed, over about two and one-half years, at a price 
in excess Of 60 cents per Ib. Within about six months 
after making this commitment, the price of this 
product in the market was around 14 cents per Ib. 
and continued on this level for several years. Assum- 
ing that the price decline occurred before the end of 
the fiscal period in which this firm purchase commit- 
ment was made, was the difference in price a loss of 
the first period or should it be applied to revenue in 
the periods in which the raw material was received 
and used? What is the basis for a decision? Another 
example illustrates another aspect of this same prob- 
lem. A large corporation used a rather large quantity 
of a certain raw material monthly. The period was 
one of declining prices; however, in order to main- 
tain a minimum stock, the purchasing agent made a 
firm purchase commitment for raw material for de- 
livery the next year near the end of the fiscal year. 
sefore the end of the period the price dropped. 
Should this decline be taken up in the year of the 
commitment or in the year in which the material was 
received and used? Another type of problem relating 
to the question of periods is that of a contractor who 
accepts contracts which overlap his fiscal periods. In 
this case the income may be taken up on a production 
basis. A variation of the production basis of report- 
ing income, however, is not so readily accepted. An 
example of this 1s production on a special firm order. 
Should the income be taken up as the production 
order costs are accumulated or when the finished 
goods are delivered? 

An example of another type of problem is the 
treatment of Sun Valley, Idaho in relation to regular 
operating statements of the Union Pacific. Is the net 
income of Sun Valley (or the loss) an adjustment 
of the regular net income of the railroad? Also, what 
about such expenses as advertising Sun Valley to 
develop traffic on the railroad? Or is the advertising 
intended to make the investment in Sun Valley pay 
off? This same problem formerly arose when an 
automobile dealer made an unusually large allow- 
ance on used cars traded in on new cars, and took a 
consequent loss on used-car operations. What is or 
should be the accountant’s basis of judgment and 
decision in such matters? 

Is appreciation income, if there is a general rise 
in the price level? If so, what should be done about 
it? Is there a basis for decision? There should be a 
criterion by which all accountants can arrive at the same 
same decision. Conservatism or progressiveness are 
not criteria. 

On the negative side of the problem of matching 
costs to revenue, we encounter a whole realm of costs 
somewhat unrelated to particular revenue. If they 
were related to revenue that belongs to a later period 
than that in which the costs are incurred, account- 
ants and businessmen as well would hardly want to 
defer them because of the effect on the balance sheet. 
The exigencies of a particular period should not be 
the basis of dealing with such costs. Advertising and 
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maintenance are splendid examples of such costs. 
Without entering into an explanation of uniform 
accounting for railroads, what about a railroad that 
places its equipment and right of way in an unusually 
high state of repair in a slack period in anticipation 
of heavy requirements in the future; or one that al- 
lows these to get into a poor state of repair in a rush 
period? The period as used here may. be a good deal 
more than a year. 

About the same problem presents itself in connec- 
tion with property and casualty insurance compan- 
ies, companies publishing magazines, and so on. In 
this part of the country, timber-owning or logging 
companies sometimes are required to make local ex- 
penditures for roads before any logs can be hauled. 
Mining companies usually must do a great deal of 
developing before any good ore can be extracted. Is 
it not true that, where these are operating companies 
with revenues from other sources, the tendency is to 
expense the development? In the case of timber, 
such a procedure is obviously incorrect. In the case 
of mines, One cannot be sure until the ore body is 
blocked out and assays made. This latter being the 
case, what should be the basis of the decision? How 
are we to deal with the tax and the cash-position 
problems of management? 

Another embarrassing problem is often encount- 
ered by management. There have been cases, and 
there probably will be more, where management is 
practically forced to operate for a considerable per- 
iod at a loss, because the loss from operating is actu- 
ally less than that from a complete shutdown. Obvi- 
ously, management would not do this if there were 
not a fair prospect of recouping in the future. Is any 
of the loss thus sustained related to future revenue? 
If so, what is the proper accounting for it? 

There are losses such as the fruit and vegetable 
growers of the Imperial Valley suffered a few years 
ago when there was an embargo on that type of 
freight. It is doubtful if such a loss can or should be 
related to any revenue. It should be considered by 
itself. 

This discussion would not be complete if some 
comment were not made about the extensive prac- 
tice at the present time of widespread deliberate un- 
derstatement of income by almost every means that 
can be rationalized in the name of accounting. A few 
years back the opposite procedure was the general 
pattern. Perhaps management is mostly at fault. 
However, there should be some way to avoid oppor- 
tunism. What is needed, first of all, isa fixed policy on 
the part of government. Then management would or 
could get into step, and accountants could make 
statements upon which management, investors, la- 
bor, and the public could rely. Many of the financial 
statements in the recent past need interpretation, 
even by those close to the business, to ascertain the 
true financial position and the correct earnings. 
Inventories are undervalued, there are even delib- 
erate Omissions, valuation reserves are too high, 
capital expenditures are charged to revenue, sales 
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are recorded in the period following the one in which 
they belong—-to mention a few particular items. 

As to bases of judgment, in most cases there could 
be little room for differences of opinion; the trouble 
lies mostly in the rationalization of “‘off color” prac- 
tice. I'undamentally, the cause of the swing to the 
liberal and then the conservative lies in the hit and 
iss, opportunist type of legislation. Human nature 
changes very, very slowly, if at all; businessmen are 
human, at least most of them; they consider it neces- 
sary to adopt some business policies to cope with the 
strategy or political maneuvering or even blundering 
of those who formulate tax and regulation policies. 
Perhaps accountants are also human, and are able to 
rationalize accounting procedures which will assist 
management and ownership to keep business enter- 
prises afloat. However, if accounting is to progress 
as a profession, certain principles or criteria some- 
what more fundamental than those now prevailing 
must become the basis of judgments. 





TELEPHONES IN OREGON 


(January 1, 1945) 


County 


Baker 
Benton 
Clackamas 
Clatsop 
Columbia 
“00S 
Crook 
Curry 
Deschutes 
Douglas 
Gilliam 
Grant 
Harney 
Hood River 
Jackson 
Jeiterson 
losephine 
Klamath 
Lake 
Lane 
Lincoln 
Linn 
Maiheur 
Marion 
Morrow 
Multnomah 
Polk 
Sherman 
Tillamook 
Umatilla 
Union . 
Wallowa 
Wasco 
Washington 
W heeler 
Yamhill 


Business and Residence Telephones 














































































































343 
4,552 





Total, Oregon 758,050 








The civilian labor force of the United States, which 
includes both the employed and the unemployed, was 
estimated at 60,400,000 in May 1948, or about the 
same as in April. The usual seasonal increase in the 
civilian labor force between April and May was not 
recorded this year, as adverse weather conditions 
limited the entry of farm workers into the labor 
force during the May survey week. The total labor 
force, including the armed forces, was at a level of 
61,700,000 in May. About 58,700,000 persons were in 
civilian employment in May, or 350,000 more than in 
April. The number actually at work at their jobs rose by 
850,000 between April and May. 





CURRENT BUSINESS TRENDS IN OREGON 


Retail Food Prices. The Bureau of Labor Statistics index 
of Portland retail food prices on May 15 was 229.5, an all- 
time high. Since August 1939, food prices have risen 138.8 per 
cent. The May 1948 dollar bought only as much food as could 
have been purchased with 42 cents in the pre-war month. 

Percent ap hg / to May 15, 1948 from 


Index ar 15, Mayi15, June 15, Aug. 15 
Commodity Group 1935-39 1947 94 1 

All foods 
Cereals & bakery products....... 
Meats, poultry & fish 
Dairy products................:ceee 290.0 
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Fruits & vegetables 
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Fats & oils 
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Agricultural Production. \Wheat-crop prospects in Ore- 
gon are exceptionally favorable. Otherwise, crop prospects 
are still difficult to appraise because of the late spring, but are 
considered to be mostly good. Oregon’s production of animal 
products is expected to be considerably smaller than last 
year, because of reduced numbers of breeding animals and 
poultry. The general level of prices received by Oregon 
farmers for their products appears to be around 287 (1910- 
1914100), while farm costs, including wages, average around 
300. 


Lumber. The May production of Douglas-fir lumber in 
western Oregon and Washington was 89.7 per cent of the 
1942-47 average, and was slightly lower than that for April. 
The full effect of the Columbia River flood upon lumber pro- 
duction will be reflected in the June and July production. 
Damage to mills along the Columbia River has been extensive, 
and some may be down for two months after flood waters 
recede for necessary repairs, overhauls, and rebuilding. 
Nevertheless, the possibility remains excellent that the 1948 
production will equal that of 1947. 


Employment. Oregon employers made great strides in 
May toward re-employment of many seasonal workers idle 
during the winter months; but the floods of June forced many 
plants to shut down and offset the previous month’s gains. 
Nearly 9,000 were thrown out of work by the high waters, 
bringing the number of unemployed close to the 43,300 re- 


ported idle on May 1. The June 1 total of 34,800 unemployed 
was considerably below the winter peak of 50,900. 


Oregon’s agricultural employment problems were eased 
during May, on the arrival of 5,379 migrants from other states; 
but the influx stopped when highly exaggerated flood stories 
told of widespread destruction of crops. By mid-June, berry 
growers were reporting labor shortages in the Hillsboro and 
Gresham area near Portland; bect thinning, berry picking, 
haying, and truck crops were demanding attention in the 
Ontario area; and there was a demand for seasonal labor for 
the pea harvest and cherry picking around Pendleton and 
elsewhere. 

Retail Sales. Portland department-store sales were 10 per 
cent higher for the first half of 1948 than for the same period 
a year ago. Changes in other Pacific Coast city department- 
store sales for the same period were: Los Angeles, up 1 per 
cent; San Diego, up 11 per cent; Oakland, up 6 per cent; San 
Francisco, up 5 per cent; Seattle, up 3 per cent; Spokane, up 
5 per cent. 

The Department of Commerce collects sales of a sample 
of retailers in many lines of trade in Portland and Union 
County. The most-recent month for which these figures is 
available is May. 


Kind ofoutlet 


May 1948 
from 
May 1947 


5 mos. 1948 
from 
5 mos. 1947 


May 1948 
from 
Apr. 1948 

PORTLAND 
Total 
Food 
Eating and drinking places 
Department stores 
Apparel stores .. 
Furniture-household-radio 
Lumber-building-hardware 
Motor-vehicle dealers 
Drug stores 
Liquor stores 
Jewelry stores 

Union County 
Total 
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+ 6 
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BANK DEBITS 


Bank debits represent the dollar value of the checks drawn against individual deposits. Approximately 90 per cent of all goods, property, and services 


is paid for by check. 


Bank debits are regarded as indicators of the general trend of business, though their value for this purpose may be impaired by sub- 


stantial changes in the level of prices. The Bureau of Business Research collects bank debits from 94 banks and branches monthly. On occasion, the 
totals for the same month in different issues of the Review are not directly comparable because of necessary adjustments in basic data. 


Number of 
B 


anks Debits 
May 1948 


$893,536,909 
573,118,071 


Marketing Districts Reporting 
’ Oregon 94 


Portland (Portland, Hillsboro, Oregon City, etc.)... aa: an 





Debits 
Apr. 1948 


$930,230,320 
607,950,101 


Debits rage Ao | compared with 
May 1947 Apr. 1 May 1947 


$836,799,581 _ hey + 6.8% 
532,381,866 


” 
N 


Sout 





Building 


sponge, Coos Bay 
S ern Oregon (Ashland. Medi ord, Grants Pass) 

Upper Columbia River (Th: D-'les, Huod River, etc.)......... 
Pendleton area 
Central Oregon (Bend, Prinevi! i 
Klamath Falls, Lakeview area 

Baker, LaGrande area 


Lower Willamette V alley (Salem, McMinnville, etc. ane 
Upper Willamette Valley (Albany, 


Corvallis, Eugene, etc.) 1 
North Oregon Coast (Astoria, Tillamook, etc.) 
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Burns, Ontario, Nyssa 
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35,589, 488 
14,174,940 
15,695.50? 
14,775,852 


5,848,910 


78,289,647 
69,065,679 
20,746,342 
25,188,948 
35,316,689 
14,726.016 
15,284,634 
15,360,374 
25,006,812 
15.962,320 

7,332,758 


BUILDING PERMITS 


65,076,919 
72,372,517 
19,893 ,866 
21,667,405 
36,370,662 
14,052,780 
17,968,819 
12,852,542 
24,290,898 
14,689,937 

1,370 
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rmits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpretin 


these data, to allow for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collect 
by the Bureau of Business Research. 

















Totals 





New 
Residential 


afer 1948 


458,736 


$1,695,446 


New 


Nonresidential 


169, 8357 


$1 042,921 


Additions, Alterations 


epairs 


May 1948 
$ 


$ 


6,200 
13,115 
10,645 
11,308 
12,20 
34,293 
24,485 
84,366 

7,235 
11,800 
12,200 
32,637 
20,090 

139,723 


420,297 


Totals 
ay 1948 


66,380 
62,615 
48,145 
105, 1558 
76,0 00 
551 (893 


768,316 


$3,158,664 


Totals 
May 1947 
$ 1,80 


720,330 
$1,979,006 


Totals 
Apr. 1948 
$ $7,408 


1, 391, 137 
$4,334,528 
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